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Following a cabinet meeting on Aug. 27, President Jose Sarney and Finance Minister Luis Carlos
Bresser Pereira announced the implementation of a series of deficit-reduction policies. Independent
sources estimate Brazil's public deficit at approximately 6.7% of gross domestic product. Sarney said
the third phase in an economic program announced June 12 will significantly reduce inflation, and
avoid the errors of the previous anti-inflation program (known as the Plano Cruzado). Spending
reduction measures include, among others, salary freezes for state employees; limits on non-salary
benefits for government employees, and personnel cutbacks at state companies. Local analysts said
the public spending cuts could have a positive effect on Brazil's future negotiations with foreign
creditor banks. In February, Brasilia suspended debt service on over $70 billion in private bank
loans, claiming that foreign reserves were simply too low to continue payments. Since then, Brazil
has refused to seek an accord with the International Monetary Fund (IMF). The banks say they want
an IMF agreement before they get down to business on refinancing negotiations. Bresser Pereira
told reporters that the new measures are likely to be well-received by bank creditors. "But this is not
our basic problem. The program will assist in maintaining economic growth." (Basic data from AP,
08/28/87)
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